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Orbital's First Quarter-Century: An Exciting Adventure Begins
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2006 N\ 2005 2004 2003 2002
Operating Results
Revenues $ 802,761 $ 703,450 $ 675,935 S 581,500 S 551,642
Gross Profit 158,391 124,686 109,148 104,227 91,411
Income from Operations 67,920 52,457 54,467 35,165 28,875
Net Income 34,884 27,849 201,135 19,844 601
Diluted Net Income per Share 0.56 0.45 3.10 0.34 0.01
Balance Sheet Summary
Cash and Restricted Cash $ 205,735 S 165,143 $ 133,819 S 80,158 $ 53,741
Net Working Capital 243,808 205,977 186,361 115,189 92,350
Total Assets 744,494 670,377 665,244 439,300 416,310
Long-Term Obligations, net 143,750 126,459 128,375 137,116 114,833
Stockholders' Equity 394,319 397,321 395,598 166,877 134,568
{S thousands, except share data)
803 68 396 397
— i e
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To Our Stockholders,

Two thousand six was an outstanding year and a fitting way
for Orbital to celebrate our first quarter-century in space.
The company’s most imporiant accomplishments last year
were these:

* Record-setting new business awards, marking the fifth
consecutive year of new orders in excess of $1 billion
and including several strategic contract bookings with
major customers and a breakthrough win in an emerging
market area;

* Solid operational performance, highlighted by a busy
year of rocket launches, satellite deployments and other
system deliveries that extended the company's record to
63 consecutive successful space missions over the last five
years; and

s [Excellent financial resuits, featuring strong revenue,
operating inceme and earnings per share growth,
exceptional free cash flow generation, and substantial

capital structure improvements,

These achieverments propelled the company’s stock price to a
40%-plus increase during 2006 and helped set the stage for
what we believe will be even better performance ahead.

Strategic Progress
One clear measure of the effectiveness of Orbital's business
strategy is the new order aclivity recorded in a given period,

David W. Thompson (center), Chairman and
Chief Executive Officer

James R. Thompson {right}, Vice Chairman,
President and Chief Operating Officer
Garrett E. Pierce (left), Vice Chairman and
Chiet Financial Officer

by that yardstick, 2006 was a great year. The company's
$1.79 billion in total new order activity was more than
double 2006 revenues. New order activity included firm
orders of approximately $1.05 billion, new option orders of
$430 million, and option exercises under previously-awarded
contracts amounting to $310 million.

Last year's new business wins and opticn conversions were well-
balanced across cur reporting segments, with satellites and
space systems receiving $940 million, launch vehicles winning
$765 million and transportation management systems (TMS)
garnering $85 million. Reflecting this strong demand for cur
products, the company’s firm contract backlog increased 42%
1o $1.79 billion, while total backleg (including unexercised

options} rose 18% to $3.43 billion at the end of 2006.

Our two strongest product lines for new order activity in 2006
were missile defense interceptors, accounting for $530 million
{or 30%) of the company’s $1.79 billion total, and human
space systems, bringing in $520 million (or 29%) of the
total. In the former area, the Missile Defense Agency (MDA}
and our direct customer, The Boeing Company, added 18
new rockets to our Orbital Boost Vehicle (OBV) contract
and decided to discontinue work on the competing backup
vehicle to our long-range interceptor, preparing the way for
additional OBV orders in 2007 and 2008. In the latter case,




Commercisl Communicaiions Seielies
|eViSia AT et St EA NS U S S 100 M

A Lk BER 2 dmenl, SHELED s e YEN 2 TElaear H iR senrweieEang el Suenees fe it nEREl SRRy T el -aess

(TR il wlliss. Tisss sl Sg4aim o ey of s, Saailng dresiie i
miplill e, ot T aaEem eheidniiem sl oy appleeiems m dis Aaos, A6 At a6 e e ok, me ik
delverectaleichisatelltestw i ngaddiicaa i elnowh inroductionkio@manyiotkibelvadnadibadinefeointinEaton-Reate i ERoneraOrN




A Akl Repurdt Page 5

The Qrbilal-developed six-spacecraft FORMOSAT-3/COSMIC
weather satellite constellation was launched aboard our Minctaur
rocket in April 2006.

a Lockheed Martin-led industrial team, on which Orbital plays
a major role, was selected by NASA to develop and build the
Orion human exploration spacecraft, which will replace the
Space Shuttle early in the next decade. This order opens an
exciting new market for the company that we believe will
expand significantly over the next decade.

Other significant contributors to last year’s new firm

and option bookings were suborbital target rockets with
| $£180 million, communications satellites with $125 million,
science and technology satellites with $110 million, and
transportation management systems with $85 million of new
orders. Adtogether, we recorded new unit beokings and option
exercises for 42 rockets, five satellites, 22 advanced space
systerns and seven TMS projects in 2006.

Operational Performance

| In 2006, Orbital carried out eight major rocket launches and
deployed and commissioned eight company-built satelfites.
Beyond these 16 space missions, we also completed and
delivered to customers 14 other launch systems, including nine
OBV long-range missile defense interceptars and five short-
range target vehicles for use in future years, In addition, the
company taunched 18 smaller sounding rockets and installed
six TMS projects for customers in five states.

Several of last year's more notable operational events were

as follows;

of our first

* the delivery,
STAR™ 2.4
communications satellite the company has built to date,

launch and deployment

satellite, the most  powerful

largest,

for Oplus Netwarks in Australia;

+ the first full-systern intercept test of our Orbital Boost
Vehicle interceptor rocket for MDA and Boeing, cementing

Orbital's role in the critical Ground-based Midcourse

Defense (GMD) program;

* the launch, deployment and operation of the advanced-
technology MITEx satellite for the Defense Advanced
Research Projects Agency;

* three space launches of Pegasus and Minotaur boosters
that delivered nine satellites into orhit and included the
initial Minotaur launch from Wallops (sland, Virginia,
activating America's newest spacepaort; and

* the launch and commissioning of six company-developed
MicroStar™ satellites which use an inncvative “radio CAT
scan” technology to measure temperature and water
vapor in the Earth’s atmosphere at thousands of iocations
around the globe every day.

Since most of our projects involve multi-year contracts for
satellite development and canstruction or launch venicle design
and manufacturing, the complete story of the company’s
operational performance in a particular year must include how
well we did at achieving intermediate technical milestones

Firm and Total Year-End Contract Backlogs (2004 - 2006)

4.0
33.0 —
$2.90
- 52,31
$ Bilions 520 2.3
1.0 $1.17 5126
00
2004 2005

O otat Backiog [ Firm Backiog
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completion this spring, to expand our Dulles manufacturing
facility to accommodate increased production rates in satellites
and advanced space systems.

Financial Results and Capital

Structure Improvements

Revenues of $803 million increased 14%, or $100 million,
in 2006 compared to 2005, mainly on the strength of
the company’s commercial communications satellites prodi:ct
line. Prefit margins increased in each of our three reporting
segments, resulting in a consolidated operating margin
of 8.5%, up 100 basis points aver the prior years level.
With higher cash balances and more favorable interest rates,
our net interest expense declined by 90% last year, helping
to increase adjusted net income* (which excludes debt
extinguishment expense and a gain from an investment) o
$40 million, up 42% compared to prior-year net income.

We also repurchased and retired 3.74 million shares of our
common stock for $66 million in 2006. This contributed 1o a
40% increase in adjusted diluted earnings per share* {EPS} to

$0.63 per share, compared 1o prior-year EPS.

Orbital achieved a strategic breakthrough in 2006 when the
company was selected, as part of 2 Lotkheed Martin-led team, to ) . ) .
develop NASA's Grion crew exploration vehicle that will replace flow in 2606, leading to a record-seiting $78 millicn total free

the Space Shuttle early in the next decade. cash flow* last year. As noted above, we put a large part of
this cash to work by buying back company stock at several
points during the year. In addition, to support future business
growth, we increased our investments last year in product

All three of Orbital's reporting segments generated robust cash

and maintaining program quality-assurance levels, schedules

and costs for systems to be delivered in future years. In this

. R&D, marketing and sales, and capital expenditures to nearl
regard, too, the results last year were solid: with only a few 9 P P 4

. . . 55 million, up about 35% r prior-year levels.
exceptions, cur work stayed on track in 2006, which should s P aho 7 aver priory

permit us to meet our delivery commitments this year and help
us achieve the financal results we are targeting.

Revenue Composition by Market Area (2005 - 2007)

Furthermare, each of over S50 operational Orbital-built satellites
launched and placed into service in pricr years (the oldest 2005 {Actual) 2006 [Actual} 2007 [Projected)
of which dates back more than two decades) continued $703 Millian $803 Mition $880 - 500 Milion
to perform successfully throughout fast year as well. With
future satellite business growth in mind, we completed the
installation and outfitting of a modern space mission control
center at our Dulles, Virginia headquarters in 2006. In addition,
we also started a project last summer, which is due for

D Defense/ntelligence Cnil Government . Commercial/International

*These non-GAAP financial measures are explained on the inside back cover of this Annual Repaort.
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Late in the year, we took advantage of an attractive opportunity

to refinance the company’s long-term debt, cutting our interest
rate from 9% to less than 2.5% and improving other terms
- changes that will enhance both our financial returns and our
strategic flexibility in 2007 and beyond.

Management Additions and Workforce Expansion
The company was pleased to welcome Mr. Carl Marchette to
our senior leadership team last year. With strong experience
in commercial, scientific and national security satellites, Carl
took over as Executive Vice President and General Manager of
Orbital's Space Systems Group upon the retirement of Mr. Jack
Danko. Jack, a 12-year company veteran, led the group since
2002, during which time revenue nearly doubled and profits
and cash flow increased dramatically.

To keep pace with expanding operational activity, Orbital
also hired about 400 new empioyees in 2006. To strengthen
our engineering and manufacturing processes and increase
our workforce's internal mability and career development
cpportunities, we completed a series of organizational changes
last year that included extending our “matrix” structure across
the entire company and adopting a comprehensive set of
common best practices in all our technical operations.

Looking Ahead to 2007

The year ahead has the potential to be even more productive
than 2006 turned out to be. Customer demand for most of
our current product lines appears to be continuing at last
year’s record levels, with Orbital well-positioned to maintain
or increase our market share in several major areas. The new
year is already off to a strong start with substantial contract
awards in cur communications satellites, human space systems
and missile defense products, which we believe will be major
contributors to 2007 new business results. Additional orders in
advanced space systems and military satellites and rockets are
also anticipated to be significant later this year.

Furthermore, we plan to focus on certain strategic initiatives this
year which, if successful, should allow the company to compete
in several adjacent markets or provide existing customers
with a greater range of product choices. These product line

extensions and related market entries are important to the
company’s leng-term growth, just as similar ones have been in
recent years. For example, over 30% of our expected revenue
in 2007 will derive from new products we have introduced, or
orders from new customers we have received, in just the last
three years. Likewise, our strategic initiatives today have the
potential to account for a significant portion of our business
by the end of the decade.

Qur ability to capture opportunities in existing markets and to
expand into new ones will depend, as it always has, on how
effeciively Orbital executes our work on current contracts.
In this regard, we expect the year ahead to be our busiest
ever, and we aim (o make it one of our most successful.
Specifically, the company plans to carry out up to 25 majar
rocket launches and satellite deployments, to deliver ancther
15 or more space and launch systerns for future missions, to
launch up to 20 sounding rockets and to complete eight TMS
projects this year. Some of the most noteworthy operational

Grhital’s OBY lang-range missile defense intercepior speeds through
the almosphere during a test launch that resulted in the successful
intercept of a target missile above the Pacific Ocean last September.
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events anticipated in 2007 are two national missile defense

interceptor tests, four communications satellite deployments,
our first planetary spacecraft launch, and three space launch
vehicle flights.

In financial terms, we are targeting 10-12% organic revenue
growth this year. We are looking for additional operating profit
margin expansion as well, with up to a 25 basis point gain
reflecting the benefits of supply chain management and lean
manufacturing initiatives we started in 2005 and continued
in 2006. On top of these improvements, !ast year's capital
structure enhancements that reduced outstanding shares and
cut interest expense shoutd help us achieve 30% or greater
EPS growth in 2007.

Qur specific financial goals targeted for 2007 are &s follows:

$880 - 500 Million
8.25-8.75%

* Revenues

= Operating Profit Margin
*+ Diluted Earnings per Share  3$0.75 - 0.80
$55 - 60 Million
$1.9 - 2.0 Billion

+ Free Cash Flow

* Year-End Firm Backlog

with $200 million of unrestricted cash on hand today
and ancther healthy year for free cash flow expected in
2007, additional stock buybacks — along with strategic cash
deployments for new product development and acquisitions
- will be considered during the year as well.

Conclusion

In early April, Orbital will celebrate the 25th anniversary of the
company's founding in 1982. As we reflect back on our first
quarter century in the space business, we are deeply grateful

Cavid W. Thompson
Chairman and
Chief Executive Officer

James R. Thompson

Chief Cperating Officer

5 March 2007

Vice Chairman, President and

WAL TR R i,
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The Orbital-built Optus D1 communications satellite, the first of
our highest-power models, sits atop its Ariane 5 launcher prior to
encapsulation in its protective fairing {seen in the background).

1o our customers for their willingness ¢ give a new enterprise
the chance to demonstrate our capabilities, to our employees
for their creativity and dedication in fulfilling our commitments
to these customers, and to our shareholders for providing the
capital that made all of this possible.

As proud as we are of what the company has achieved so far,
we are convinced that Orbital's greatest accomplishments are
still to come. With your continued confidence and support, we
look forward to reporting the company's exciting progress in
the years ahead.

DRI R b | Bocstt e

Garrett E. Pierce
Vice Chairman and
Chief Financial Officer
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SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

For Annual and Transition Reports
Pursuant to Section 13 or 15(d) of the
Securities Exchange Act of 1934

(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal vear ended December 31, 2006

O  TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 1-14279

ORBITAL SCIENCES CORPORATION

(Exact name of registrant as specified in charter)

Delaware 06-1209561
(State or Other Jurisdiction of (L.R.S. Employer ldentification No.)
Incorporation or Organization of Registrant)
21839 Atlantic Boulevard, 20166
Dulles, Virginia (Zip Code)

{Address of principal executive offices}

Registrant’s telephone number, including area code:
(703) 406-5000

Securities registered pursuant to Section 12(b) of the Act;

Title of Each Class Name of Each Exchange on Which Registered

Common Stock, par value $.01 per share The New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes No O :

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
Yes[1 No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file
such reports), and (2) has been subject to such filing requirements for the past 90 days.  Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is
not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part I1I of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See
definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer 0 Non-accelerated filer O
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act}). YesOd No

The aggregate market value of the voting common equity held by non-affiliates of the registrant based on the closing sales
price of the registrant’s Common Stock as reported on The New York Stock Exchange on June 30, 2006 was approximately
$948,298,400. The registrant has no non-voting common equity.

As of February 26, 2007, 59,115,626 shares of the registrant’s Common Stock were outstanding.

Portions of the registrant’s definitive proxy statement to be filed on or about March 12, 2007 are incorporated by reference in
Part [11 of this report.
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Item 1. Business

General

We develop and manufacture small rockets and space systems for commercial, military and civil
government customers, including the U.S, Department of Defense (“DoD”), the National
Aecronautics and Space Administration (*NASA™) and other U.S. government agencies.

Our primary products and services include the following:

» Launch Vehicles. Rockets that are used as interceptor and target vehicles for missile defense
systems, smali-class space launch vehicles that place satellites into Earth orbit, and suborbital
launch vehicles that place payloads into a variety of high-altitude trajectories.

» Satellites and Space Systems. Earth-orbiting satellites, interplanetary spacecraft and related
systems for communications, remote sensing, scientific and military missions, satellite
subsystems and space-related technical services.

s Transportation Management Systems. Software-based transportation management systems for
public transit agencies and private vehicle fleet operators.

Our general strategy is to develop and expand a core integrated business of space and launch
systems technologies and products, focusing on the design and manufacturing of affordable
lightweight rockets, small satellites and other space systems in order to establish and expand
positions in niche markets that have not typically been emphasized by our larger competitors.
Another part of our strategy is to seek customer contracts that will fund the development of
enhancements to our existing launch vehicle and space systems product lines. As a result of our
capabilities and experience in designing, developing, manufacturing and operating a broad range of
small rockets and space systems, we believe we are well positioned to capitalize on the demand for
small space-technology systems in missile defense, space-based military and intelligence operations,
and commercial satellite communications programs, and to take advantage of government-sponsored
initiatives for space-based scientific research and lunar and planetary exploration initiatives.

Orbital was incorporated in Delaware in 1987 to consolidate the assets, liabilities and operations of
two entities established in 1982 and 1983,

Our executive offices are located at 21839 Atlantic Boulevard, Dulles, Virginia 20166 and our
telephone number is (703) 406-5000.

Available Information

We maintain an Internet website at www.orbital.com. In addition to news and other information
about our company, we make available on or through the Investor Information section of our website
our annual report on Form 10-K, our quarterly reports on Form 10-Q, our current reports on
Form 8-K and all amendments to these reports as soon as reasonably practicable after we
clectronically file this material with, or furnish it to, the U.S. Securities and Exchange Commission.

At the Investor Information section of our website, we have a Corporate Governance page that
includes, among other things, copies of our Code of Business Conduct and Ethics, our Corporate
Governance Guidelines and the charters for each standing committee of the Board of Directors,
including the Audit and Finance Committee, the Corporate Governance and Nominating Committee
and the Human Resources and Compensation Committee.




Printed copies of all of the above-referenced reports and documents may be requested by
contacting our Investor Relations Department either by mail at our corporate headquarters, by
telephone at (703) 406-5543 or by e-mail at investor.relations(@orbital.com. All of the above-
referenced reports and documents are available free of charge.

Description of Orbital’s Products and Services

Our products and services are grouped into three reportable segments that are described below:
launch vehicles, satellites and space systems, and transportation management systems. Our business
is not seasonal. Customers or U.S. government agencies or prime contractors that accounted for 10%
or more of our consolidated revenues in 2006 were DoD, NASA, The Boeing Company (“Boeing™)
and Telenor Broadcast Holding AS (“Telenor”).

Launch Vehicles. Our launch vehicles segment is involved in developing and producing
interceptor launch vehicles, target launch vehicles and space launch vehicles.

Interceptor Launch Vehicles. We develop and produce rockets that are used as interceptor and
target vehicles for missile defense systems, including interceptor boosters that carry “kill vehicles”
designed to defend against ballistic missile attacks. Pursuant to a contract with Boeing, we are the
primary supplier of operational and test interceptor boosters for the U.S. Missile Defense Agency’s
(“MDA”) Ground-based Midcourse Defense (“GMD”) program, for which our interceptor boost
vehicle, a modified version of our Pegasus rocket, is being used as a major operational element in the
U.S. national missile defense system. We are also developing a boost vehicle for MDA’s Kinetic
Energy Interceptor (“KEI”) program. During 2006, we conducted one successful GMD interceptor
flight test and delivered nine GMD boost vehicles.

Target Launch Vehicles. We design and produce suborbital launch vehicles that place payloads
into a variety of high-altitude trajectories, but unlike space launch vehicles, do not place payloads
into orbit around the Earth. Qur target launch vehicles include suborbital rockets and their principal
subsystems, as well as payloads carried by such vehicles.

Various branches and agencies of the U.S. military, including MDA, use our suborbital launch
vehicles as targets for defense-related applications such as ballistic missile interceptor testing and
related experiments. These rockets are programmed to simulate incoming enemy missiles, offering an
affordable and reliable means to test advanced missile defense systems. Our family of targets extends
from long-range ballistic target launch vehicles, which include targets for testing the MDA’s GMD
system, to medium- and short-range target vehicles designed to simulate threats to U.S. and allied
military forces deployed in overseas theaters. We have also developed a short-range supersonic sea-
skimming target that flies just above the ocean’s surface and is currently being used by the U.S.
Navy.

Since 1982, we have performed a total of 136 target launch missions, including four successful
missions in 2006.

Space Launch Vehicles. We develop and produce small-class launch vehicles that place satellites
weighing up to 4,000 lbs. into low-Earth orbit, including the Pegasus, Taurus and Minotaur space
launch vehicles that are used by commercial, civil government and military customers. Qur Pegasus
launch vehicle is launched from our L-1011 carrier aircraft to deploy relatively lightweight satellites
into low-Earth orbit. The Taurus launch vehicle is a ground-launched derivative of the Pegasus
vehicle that can carry heavier payloads to orbit. The ground-launched Minotaur launch vehicle
family combines Minuteman Il and Peacekeeper ballistic missile rocket motors with our Pegasus and
Taurus technology. Since 1990, the Pegasus, Taurus and Minotaur rockets have performed a total of
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50 launches. Pursuant to a contract with the U.S. Air Force, we are developing a new class of
Minotaur rockets that can carry heavier payloads than the Taurus. In 2006, we carried out two
successful Minotaur missions and one successful Pegasus mission.

Our launch vehicle technology has also been the basis for several other advanced space and
suborbital programs, including supporting efforts to develop technologies that could be applied to
reusable launch vehicles, space maneuvering vehicles, hypersonic aircraft and missiles, and missile
defense systems.

Customers or U.S. government agencies or prime contractors that accounted for 10% or more of
our launch vehicles segment revenues in 2006 were Boeing, DoD and NASA.

Satellites and Space Systems. Our satellites and space systems segment is involved in developing
and producing geosynchronous-Earth orbit (“GEQ”) satellites, low-Earth orbit (“LEO”) satellites
and planetary (or “deep space”) spacecraft for communications, remote sensing, scientific, military
and technology demonstration missions.

These product lines are:

» Communications Satellites. Small GEO satellites that provide cable and direct-to-home
television distribution, business data network connectivity, regional mobile telephony and other
space-based communications services.

» Science, Technology and Defense Satellites.  Small- and medium-class spacecraft that are used
to conduct space-related scientific research, to carry out interplanetary and other deep-space
exploration missions, to demonstrate new space technologies, to collect imagery and other
remotely-sensed data about the Earth and to enable national security applications.

» Space Technical Services. Advanced space systems, including satellite command and data
handling, attitude control and structural subsystems and a broad range of space-related technical
services.

Since 1982, we have built and delivered 101 satellites for various commercial and governmental
customers for a wide range of communications, broadcasting, remote imaging, scientific and national
security applications. In 2006, we had 14 spacecraft in various stages of design, production and/or
delivery, including five LEO satellites, eight GEO satellites and one planetary spacecraft. We also
develop and build human space-related systems such as cargo transportation containers for the
International Space Station and Space Shuttle equipment for the Hubble Space Telescope servicing
missions.

We are also a member of the industry team selected by NASA during the third quarter of 2006 to
design and build the Orion space exploration system that will succeed the Space Shuttle in
transporting humans to space. Our principal role is to design, develop and manufacture the launch
abort system to allow the astronaut crew to escape in the event of an in-flight failure of the Orion
launch vehicle.

Customers or U.S. government agencies or prime contractors that accounted for 10% or more of
our satellites and space systems segment revenues in 2006 were DoD, Intelsat Corporation,
MEASAT Satellite Systems Sdn Bhd, NASA and Telenor.

Transportation Management Systems. Our transportation management systems division develops
and produces fleet management systems that are used primarily by metropolitan mass transit
operators in the United States. We combine global positioning satellite vehicle tracking technology
with terrestrial wireless communications to help transit agencies manage public bus fleets and public

3




works systems. Major customers for our transportation management systems include the metropolitan
mass transit authorities in Los Angeles, Washington, D.C., Philadelphia, Baltimore, Denver, Phoenix,
Austin, and a number of other state and municipal transit systems and private vehicle fleet operators.
Internationally, we have provided a system to a mass transit service in Singapore.

Competition

We believe that competition for sales of our products and services is based primarily on
performance, technical features, reliability, price, delivery schedule and customization, and we
believe that we compete favorably on the basis of these factors. The table below identifies who we
believe to be our primary competitors for each major product line.

Product Line

Interceptor launch vehicles ..............

Target launch vehicles . .................

Space launch vehicles ..................

Communications satellites . ..............

Science, technology and defense satellites. . .

Space technical services.................

Transportation management systems ......

Competitors

Lockheed Martin Corporation
Raytheon Company

Lockheed Martin Corporation

L-3 Communications, Inc.

Space Vector Corporation, a wholly
owned subsidiary of Pemco Aviation
Group

Russian and other international launch
vehicles could represent competition for
commercial, as opposed to U.S.
government, launches

Space Exploration Technologies Corp. (a
potential U.S.-based competitor whose
launch vehicle is still in the development
phase)

EADS Astrium

Lockheed Martin Corporation

Alcatel Alenia Space

Antrix, the commercial arm of India’s
Space Research Organization

Ball Aerospace and Technology Corporation
Lockheed Martin Corporation

General Dynamics Corporation

The Boeing Company

Northrop Grumman Corporation

Jackson and Tull Inc.

Northrop Grumman Corporation
Lockheed Martin Corporation
Swales Aerospace, Inc.

Siemens Corporation
INIT Innovations in Transportation, Inc.

Many of our competitors are larger and have substantially greater resources than we do.
Furthermore, it is possible that other domestic or foreign companies or governments, some with
greater experience in the space and defense industry and many with greater financial resources than




we possess, will seek to provide products or services that compete with our products or services. Any
such foreign competitor could benefit from subsidies from, or other protective measures by, its home
country.

Research and Development

We invest in product-related research and development to conceive and develop new products and 1
to enhance existing products. Our research and development expenses totaled approximately
$9.6 million, $6.3 million and $6.3 million for the years ended December 31, 2006, 2005 and 2004,
respectively. In addition, a large portion of our total new product development and enhancement
programs is funded under customer contracts.

Patents

We rely, in part, on patents, trade secrets and know-how to develop and maintain our competitive
position and technological advantage, particularly with respect to our launch vehicle and satellite
products. We hold U.S. and foreign patents relating to the Pegasus vehicle, certain of our satellites
and other systems and products. The majority of our U.S. patents relating to the Pegasus vehicle
expire between 2007 and 2016 and most of our U.S. patents relating to our satellites expire
beginning in 2013. We believe our results of operations would not be materially affected with the
loss of any particular intellectual property right.

Components and Raw Materials

We purchase a significant percentage of our product components, structural assemblies and certain
key satellite components and instruments from third parties. We also occasionally obtain from the
U.S. government parts and equipment that are used in the production of our products or in the
provision of our services. Generally, we have not experienced material difficulty in obtaining product
components or necessary parts and equipment and we believe that alternatives to our existing sources
of supply are available, although increased costs and possible delays could be incurred in securing
alternative sources of supply. We rely upon sole source suppliers for rocket motors used on all our
launch vehicles. While alternative sources would be available, the inability of such suppliers to
provide us with motors could result in significant delays, expenses and loss of revenues.

U.S. Government Contracts

During 2006, 2005 and 2004, approximately 63%, 77% and 80%, respectively, of our total annual
revenues were derived from contracts with the U.S. government and its agencies or from
subcontracts with other U.S. government prime contractors. Most of our U.S. government contracts
are funded incrementally on a year-to-year basis.

Our major contracts with the U.S. government primarily fall into two categories: cost-reimbursable
contracts and fixed-price contracts. Approximately 87% and 13% of revenues from U.S. government
contracts in 2006 were derived from cost-reimbursable contracts and fixed-price contracts,
respectively. Under a cost-reimbursable contract, we recover our actual allowable costs incurred,
allocable overhead costs and a fee consisting of a base amount that is fixed at the inception of the
contract and/or an award amount that is based on the customer’s evaluation of our performance in
terms of the criteria stated in the contract. Our fixed-price contracts include firm fixed-price and
fixed-price incentive fee contracts. Under firm fixed-price contracts, work performed and products
shipped are paid for at a fixed price without adjustment for actual costs incurred in connection with
the contract. Therefore, we bear the risk of loss if costs increase, although some of this risk may be
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passed on to subcontractors. Fixed-price incentive fee contracts provide for sharing by us and the
customer of unexpected costs incurred or savings realized within specified limits, and may provide for
adjustments in price depending on actual contract performance other than costs. Costs in excess of
the negotiated maximum (ceiling) price and the risk of loss by reason of such excess costs are borne
by us, although some of this risk may be passed on to subcontractors.

We derive a significant portion of our revenues from U.S. government contracts, which are
dependent on continued political support and funding. All our U.S. government contracts and, in
general, our subcontracts with other U.S. government prime contractors provide that such contracts
may be terminated for convenience at any time by the U.S. government or the prime contractor,
respectively. Furthermore, any of these contracts may become subject to a government-issued stop
work order under which we would be required to suspend production. In the event of a termination
for convenience, contractors generally are entitled to receive the purchase price for delivered items,
reimbursement for allowable costs for work in process and an allowance for reasonable profit thereon
or adjustment for loss if completion of performance would have resulted in a loss. For a more
detailed description of risks relating to the U.S. government contract industry, see “Item 1A — Risk
Factors.”

A portion of our business is classified for national security purposes by the U.S. government and
cannot be specifically described. The operating results of these classified programs are included in
our consolidated financial statements. The business risks associated with classified programs, as a
general matter, do not differ materially from those of our other U.S. government programs and
products.

Regulation

Our ability to pursue our business activities is regulated by various agencies and departments of
the U.S. government and, in certain circumstances, the governments of other countries. Commercial
space launches require licenses from the U.S. Department of Transportation (“DoT"") and operation
of our L-1011 aircraft requires licenses from certain agencies of the DoT, including the Federal
Awviation Administration. Qur classified programs require that we and certain employees maintain
appropriate security clearances. We also require licenses from the U.S. Department of State
(“DoS”) and the U.S. Department of Commerce (“DoC”) with respect to work we do for foreign
customers or with foreign subcontractors.

Contract Backlog

Our firm backlog was approximately $1.79 billion at December 31, 2006 and approximately
$1.26 billion at December 31, 2005. While there can be no assurance, we expect to convert
approximately $740 million of the 2006 year-end firm backlog into revenues during 2007.

Our firm backlog as of December 31, 2006 included approximately $1.50 billion of contracts with
the U.S. government and its agencies or from subcontracts with prime contractors of the U.S.
government. Most of our government contracts are funded incrementally on a year-to-year basis.
Firm backlog from government contracts at December 31, 2006 included total funded orders of
about $270 million and orders not yet funded of about $1.23 billion. Changes in government policies,
priorities or funding levels through agency or program budget reductions by the U.S. Congress or
executive agencies could materially adversely affect our financial condition and results of operations.
Furthermore, contracts with the U.S. government may be terminated or suspended by the U.S.
government atl any time, with or without cause. Such contract suspensions or terminations could
result in unreimbursable expenses or charges or otherwise adversely affect our business.
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Total backlog was approximately $3.43 billion at December 31, 2006. Total backlog includes firm
backlog in addition to unexercised options, indefinite-quantity contracts and undefinitized orders and
contract award selections.

Employees

As of February 26, 2007, Orbital had approximately 2,800 permanent employees. None of our
employees is subject to collective bargaining agreements. We believe our employee relations are
good.

* k ¥

Financial information about our products and services, domestic and foreign operations and export
sales is included in “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and the notes to our consolidated financial statements, and is incorporated herein by
reference.

Special Note Regarding Forward-Looking Statements

All statements other than those of historical facts included in this Form 10-K, including those
related to our financial outlook, liquidity, goals, business strategy, projected plans and objectives of
management for future operating results, are forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934.
These forward-looking statements are subject to numerous assumptions, risks and uncertainties,
including the risks set forth below, and are based on our current expectations and projections about
future events. Our actual results, performance or achievements could be materially different from
any future results, performance or achievements expressed or implied by such forward-looking
statements. Although we believe the expectations reflected in these forward-looking statements are
based on reasonable assumptions, there is a risk that these expectations will not be attained and that
any deviations will be material. We disclaim any obligation or undertaking to disseminate any
updates or revisions to any forward-looking statement contained in this Form 10-K to reflect any
changes in our expectations or any change in events, conditions or circumstances on which any
statement is based.

Item 1A. Risk Factors
Investors should carefully consider, among other factors, the risks listed below.

We devive a significant portion of our revenues from U.S. government contracts, which are dependent
on continued political support and funding and are subject to termination by the U.S, government at
any time.

During 2006, approximately 63% of our total annual revenues, and at December 31, 2006,
approximately 84% of our firm backlog, was derived from U.S. government contracts. Most of our
U.S. government contracts are funded incrementally on a year-to-year basis and are subject to
uncertain future funding levels. Furthermore, our direct and indirect contracts with the U.S.
government may be terminated or suspended by the U.S. government or its prime contractors at any
time, with or without cause. There can be no assurance that government contracts will not be
terminated or suspended in the future, or that contract suspensions or terminations will not result in
unreimbursable expenses or charges or other adverse effects on our financial condition. A decline in
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U.S. government support and funding for key missile defense and space programs could materially
adversely affect our financial condition and results of operations.

We are also subject to laws and regulations regulating the formation, administration and
performance of, and accounting for, U.S. government contracts. Failure to comply with applicable
laws could result in contract termination, price or fee reductions, civil or criminal penalties,
injunctions or other sanctions and/or administrative sanctions such as suspension or debarment from
contracting with the U.S. government. In the second quarter of 2005, the U.S. government
commenced an investigation which we believe is focused on contracting matters related to certain
U.S. government launch vehicle programs. Should any such violations be alleged or found, we could
face the possibility of criminal or civil penalties and/or administrative sanctions such as suspension
or debarment from contracting with the U.S. government, depending on the nature of such
violations. In any event, responding to this investigation involves significant expense and management
attention.

Our U.S. government contracts are subject to audits that could result in a material adverse effect on
our financial condition and results of operations if a material adjustment were vequired, or if we were
assessed fines or other sanctions.

The accuracy and appropriateness of costs charged to U.S. government contracts are subject to
regulation, audit and possible disallowance by the Defense Contract Audit Agency (“DCAA”™) or
other government agencies. Accordingly, costs billed or billable to U.S. government customers are
subject to potential adjustment upon audit by such agencies. Responding to governmental audits,
inquiries or investigations may involve significant expense and divert management attention. Also, an
adverse finding in any such audit, inquiry or investigation could involve withholding of contract
payments, fines, injunctions or other sanctions. See the immediately preceding risk factor for
information with respect to a government investigation commenced in the second quarter of 2005.
We believe the pending government investigation has resulted in delays by DCAA in completing
certain audits and issuing certain final audit reports. This could be a factor in customers’ decisions to
award us new contracts or to exercise options under existing contracts.

Termination of our backlog of orders could negatively impact our revenues.

All of our direct and indirect contracts with the U.S. government or its prime contractors may be
terminated or suspended at any time, with or without cause, for the convenience of the government.
Our contract with Boeing to provide interceptor boosters for MDA’s GMD program is material, and
the program’s termination could have an adverse impact on our liquidity and operations. From time
to time, certain of our commercial contracts have also given the customer the right to unilaterally
terminate the contracts. For these reasons, we cannot assure you that our backlog will ultimately
resull in revenues.

We may not receive full payment for our satellites or launch services and we could incur penalties in
the event of failure, malfunction or if our satellites are not delivered or our rockets are not launched
on schedule.

Some of our satellite contracts provide for performance-based payments to be made to us after the
satellite is in-orbit over periods that may be as long as 15 years. Additionally, some satellite
contracts require us to refund cash to the customer if performance criteria, which cover periods of up
to 15 years, are not satisfied. Certain launch contracts have payments contingent upon a successful
launch. While our practice is generally to procure insurance policies that would indemnify us for

satellite incentive fees that are not earned and for performance refund obligations, insurance may not
continue to be available on economical terms, if at all. Further, we may elect not to procure
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insurance. In addition, some of our satellite and launch contracts require us to pay penalties in the
event that satellites are not delivered, or the launch does not occur, on & timely basis, or to refund
all cash receipts if a contract is terminated for default prior to launch. Our failure to receive
incentive payments, or a requirement that we refund amounts previously received or that we pay
delay penalties, could adversely affect our results of operations, profitability and liquidity.

The majority of our contracts are long-term contracts, and our revenue and profit recognition under
such contracts may be adversely affected to the extent that actual costs exceed estimates or that there
are delays in completing such contracts.

The majority of our contracts are long-term contracts. We recognize revenues on long-term
contracts using the percentage-of-completion method of accounting, whereby revenue and profit is
recognized based on actual costs incurred in relation to total estimated costs to complete the
contract. Revenue and profit from a particular contract may be adversely affected to the extent that
estimated costs to complete increase, incentive or award fee estimates are reduced, delivery
schedules are delayed or progress under a contract is otherwise impeded.

Contract cost overruns could subject us to losses and impair our liquidity.

We provide our products and services primarily through fixed-price and cost-reimbursable
contracts. Cost overruns may result in losses and, if significant, could adversely impact our financial
results and our liquidity:

« Under fixed-price contracts, our customers pay us for work performed and products shipped
without adjustment for any cost overruns. Therefore, we generally bear all of the risk of losses
as a result of increased costs on these contracts, although some of this risk may be passed on to
subcontractors. Some of our fixed-price contracts provide for sharing of unexpected cost
increases or savings realized within specified limits and may provide for adjustments in price
depending on actual contract performance other than costs. We bear the entire risk of cost
overruns in excess of the negotiated maximum amount of unexpected costs to be shared.

« Under cost-reimbursable contracts, we are reimbursed for allowable incurred costs plus a fee,
which may be fixed or variable (based, in part, on the customer’s evaluation of our performance
under the contract). There is no guarantee as to the amount of fee, if any, we will be awarded
under a cost-reimbursable contract with a variable fee. In addition, the price on a cost-
reimbursable contract is based on allowable costs incurred, but generally is subject to contract
funding limitations, If we incur costs in excess of the amount funded, we may not be able to
recover such costs.

Our success depends on our ability to penetrate and retain markets for our existing products and to
continue to conceive, design, manufacture and market new products on a cost-effective and timely
basis.

We anticipate that we will continue to incur expenses to design and develop new products. There
can be no assurance that we will be able to achieve the technological advances necessary 1o remain
competitive and profitable, that new products will be developed and manufactured on schedule or on
a cost-effective basis or that our existing products will not become technologically obsolete. Our
failure to predict accurately the needs of our customers and prospective customers, and to develop
products or product enhancements that address those needs, may result in the loss of current
customers or the inability to secure new customers. The development of new or enhanced products is
a complex and uncertain process that requires the accurate anticipation of technological and market
trends and can take a significant amount of time to complete. We may experience design,
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manufacturing, marketing and other difficulties that could delay or prevent the developmcnt
introduction or acceptance of new products and enhanccments

There can be no assurance that our products will be successfully developed or manufactured or that
they will perform as intended.

Most of the products we develop and manufacture are technologically advanced and sometimes
include novel systems that must function under highly demanding operating conditions and are
subject to significant technological change and innovation. From time to time, we experience product
failures, cost overruns in developing and manufacturing our products, delays in delivery and other
operational problems. We may experience some product and service failures, schedule delays and
other problems in connection with our launch vehicles, satellites, transportation management systems
and other products in the future. Some of our satellite and launch services contracts impose penalties
on us for delays and for performance failures, which could be significant. In addition to any costs
resulting from product warranties or required remedial action, product failures or significant delays
may result in increased costs or loss of revenues due to postponement or cancellation of subsequently
scheduled operations or product deliveries and claims against performance bonds. Negative publicity
from product failures may also impair our ability to win new contracts.

If our key suppliers fail to perform as expected we may experience delays and cost increases, and our
operating results may be impacted adversely.

We purchase a significant percentage of our product components, structural assemblies and some
key satellite components and instruments from third parties. We also occasionally obtain from the
U.S. government parts and equipment used in the production of our products or the provision of our
services. In addition, we have a sole source for the rocket motors we use on our Pegasus and Taurus
launch vehicles and the interceptor boost vehicles that we are producing for MDA under our
contract with Boeing. If our subcontractors fail to perform as expected or encounter financial
difficulties, we may have difficulty replacing them in a timely or cost effective manner. As a result,
we may experience delays that could result in additional costs, a customer terminating our contract
for default, or damage to our customer relationships, causing our revenues, profitability and cash flow
to decline. In addition, negative publicity from any failure of one of our products as a result of a
failure by a key supplier could damage our reputation and prevent us from winning new contracts.

Our international business is subject to visks. Political and economic instability in foreign markets
may have a material adverse effect on our operating results.

For the years ended December 31, 2006, 2005 and 2004, direct sales to non-U.S. customers
comprised approximately 22%, 10% and 5%, respectively, of our consolidated revenues. Further, as
of December 31, 2006, approximately 10% of our firm backlog was derived from non-U.S. customers.
International contracts are subject to numerous risks that may have a material adverse effect on our
operating results, including:

+ political and economic instability in foreign markets;

+ restrictive trade policies of the U.S. government and foreign governments;
* inconsistent product regulation by foreign agencies or governments;

» imposition of product tariffs and burdens;

+ costs of complying with a wide varicty of international and U.S. export laws and regulatory
requirements;
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+ inability to obtain required U.S. export licenses; and
= foreign currency and standby letter of credit exposure.

We operate in a regulated industry, and our inability to secure or maintain the licenses, clearances or
approvals necessary to operate our business could have a material adverse effect on our financial
condition and results of operations.

Our ability to pursue our business activities is regulated by various agencies and departments of
the U.S. government and, in certain circumstances, the governments of other countries. Commercial
space launches require licenses from the DoT, and operation of our L-1011 aircraft requires licenses
from certain agencies of the DoT, including the Federal Aviation Administration. Our classified
programs require that we and certain employees maintain appropriate security clearances. There can
be no assurance that we will be successful in our future efforts to secure and maintain necessary
licenses, clearances or regulatory approvals. Exports of our products, services and technical
information generally require licenses from the DoS or from the DoC. We have a number of
international customers and subcontractors. Qur inability to secure or maintain any necessary licenses
or approvals or significant delays in obtaining such licenses or approvals could negatively impact our
ability to compete successfully in international markets, and could result in an event of default under
certain of our international contracts.

We face significant competition in each of our lines of business and many of our competitors possess
significantly more resources than we do.

Many of our competitors are larger and have substantially greater resources than we do.
Furthermore, it is possible that other domestic or foreign companies or governments, some with
greater experience in the space industry and many with greater financial resources than we possess,
could seek to produce products or services that compete with our products or services, including new
launch vehicles using new technology which could render our launch vehicles less competitively
viable. Some of our foreign competitors currently benefit from, and others may benefit in the future
from, subsidies from or other protective measures by their home countries.

QOur financial covenants may restrict our operating activities.

Our senior credit facility contains certain financial and operating covenants, including, among
other things, certain coverage ratios, as well as limitations on our ability to incur debt, make
dividend payments, make investments, sell all or substantially all of our assets and engage in mergers
and consolidations and certain acquisitions. These covenants may restrict our ability to pursue certain
business initiatives or certain acquisition transactions. In addition, failure to meet any of the financial
covenants in our senior credit facility could cause an event of default under and/or accelerate some
or all of our indebtedness, which would have a material adverse effect on us.

The loss of executive officers and our inability to retain other key personnel could adversely affect our
operations.

QOur inability to retain our executive officers and other key employees, including personnel with
security clearances required for classified work and highly skilled engineers, could have a material
adverse effect on our operations.

The anticipated benefits of future acquisitions may not be realized.

From time to time we may evaluate potential acquisitions that we believe would enhance our
business. Were we to complete any acquisition transaction, the anticipated benefits may not be fully
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realized if we are unable to successfully integrate the acquired operations, technologies and personnel
into our organization.

We are subject to environmental regulations.

We are subject to various federal, state and local environmental laws and regulations relating to
the operation of our business, including those governing pollution, the handling, storage and disposal
of hazardous substances and the ownership and operation of real property. Such laws may result in
significant liabilities and costs. There can be no assurance that compliance with or liability under
such laws and regulations will not have a material adverse effect on us in the future.

Our restated certificate of incorporation, our amended and restated bylaws, our stockholder rights
plan and Delaware law contain anti-takeover provisions that may adversely affect the rights of our
stockholders.

Our Board of Directors has the authority to issue up to 10 million shares of our preferred stock,
$0.01 par value per share, and to determine the price, rights, preferences and privileges of those
shares without any further vote or action by the stockholders. The rights of the holders of our
common stock will be subject to, and may be adversely affected by, the rights of the holders of any
preferred stock that may be issued in the future. The issuance of preferred stock, while providing
desirable flexibility in connection with possible acquisitions and other corporate purposes, could have
the effect of making it more difficult for a third party to acquire a majority of our outstanding voting
stock.

[n addition to our ability to issue preferred stock without stockholder approval, our charter
documents contain other provisions which could have an anti-takeover effect, including:

» our charter provides for a staggered Board of Directors as a result of which only one of the
three classes of directors is elected each year;

* any merger, acquisition or other business combination that is not approved by our Board of
Directors must be approved by 66%:% of voting stockholders;

» stockholders holding less than 10% of our outstanding voting stock cannot call a special meeting
of stockholders; and

* stockholders must give advance notice to nominate directors or submit proposals for
consideration at stockholder meetings.

In 1998, we adopted a stockholder rights plan which is intended to deter coercive or unfair
takeover tactics. Under the rights plan, a preferred share purchase right, which is attached to each
share of our common stock, generally will be triggered upon the acquisition, or actions that would
result in the acquisition, of 15% or more of our common stock by any person or group. If triggered,
these rights would entitle our stockholders (other than the acquirer) to purchase, for the exercise
price, shares of Orbital’s common stock having a market value of two times the exercise price. The
exercise price, which is subject to certain adjustments, is $210 per right. The stock purchase rights
would cause substantial dilution to a person or group that attempts to acquire us on terms not
approved by our Board of Directors.

[n addition, we are subject to the anti-takeover provisions of Section 203 of the Delaware General
Corporation Law, which restrict the ability of current stockholders holding more than 15% of our
voting shares to acquire us without the approval of 66%:% of the other stockholders. These provisions
could discourage potential acquisition proposals and could delay or prevent a change in control
transaction. They could also have the effect of discouraging others from making tender offers for our
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common stock. As a result, these provisions may prevent our stock price from increasing
substantially in response to actual or rumored takeover attempts. These provisions may also prevent
changes in our management.

The repurchase rights in our 2.4375% convertible senior subordinated notes triggered by a
fundamental change could discourage a potential acquirer.

The repurchase rights in our 2.4375% convertible senior subordinated notes triggered by a
fundamental change of our company could discourage a potential acquirer. The term “fundamental
change” is limited to specified transactions and may not include other events that might adversely
affect our financial condition or business operations.

Conversion of our 2.4375% convertible senior subordinated notes may dilute the ownership interest of
existing stockholders.

Upon conversion of our 2.4375% convertible senior subordinated notes, we will deliver cash equal
to the lesser of the aggregate principal amount of the notes to be converted and their conversion
value, and common stock or cash in respect of the excess, if any, of conversion value over principal
return. If we issue common stock upon conversion of the notes, the conversion of some or all of the
notes will dilute the ownership interests of existing stockholders. Any saies in the public market of
the common stock issuable upon such conversion could adversely affect prevailing market prices of
our common stock. In addition, the existence of the notes may encourage short selling by market
participants because the conversion of the notes could depress the price of cur common stock.

Item 1B. Unresolved Staff Comments

Not applicable.

Item 2. Properties

We lease approximately 950,000 square feet of office, engineering and manufacturing space in
various locations in the United States, as summarized in the table below;

Business Unit Principal Location(s)
Corporate Headquarters Dulles, Virginia
Launch Vehicles Chandler, Arizona; Dulles, Virginia;
Vandenberg Air Force Base, California
Satellites and Space Systems Dulles, Virginia; Greenbelt, Maryland
Transportation Management Systems Columbia, Maryland

We also own a 125,000 square foot state-of-the-art space systems manufacturing facility that
primarily houses our satellite manufacturing, assembly and testing activities in Dulles, Virginia. We
are constructing a 10,000 square foot expansion of this facility, which is expected to be completed in
the spring of 2007.

We believe that our existing engineering and manufacturing facilities, together with this expansion,
are adequate for our requirements for the foreseeable future. We utilize substantially all of our office
space and we are currently seeking to lease additional office space which we believe will be available
at commercially reasonable rates.
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Item 3. Legal Proceedings

On May 26, 2005, the United States Attorney’s Office for the District of Arizona commenced an
investigation which we believe is focused on contracting matters related to certain U.S. government
launch vehicle programs. We are cooperating fully with U.S. government authorities in connection
with this investigation, and management strongly supports and is committed to the U.S.
government’s procurement integrity processes. We cannot predict whether the government ultimately
will conclude that there have been violations by us of any federal contracting laws, policies or
procedures, or any other applicable laws. Should any such violations be alleged or found, we could
face the possibility of criminal, civil and/or administrative penalties depending on the nature of such
violations. We believe the pending government investigation has resulted in delays by DCAA in
completing certain audits and issuing certain final audit reports. This could be a factor in customers’
decisions to award us new contracts or to exercise options under existing contracts.

On January 9, 2007, Shirley Olsen and Chris Larson, who allege that they are shareholders of
Orbital, filed substantially identical derivative complaints in the Circuit Court for Loudoun County,
Virginia, against our current directors, former directors and certain former executive officers. The
derivative complaints, which will be consolidated, claim, among other things, breach of fiduciary duty
in connection with certain of our historical stock option grants and insider trading, and they seek
unspecified damages, equitable relief and an award of attorneys’ fees. We currently intend to seek
dismissal of the actions.

We also are party to certain litigation or proceedings arising in the ordinary course of business. In
the opinion of management, the probability is remote that the outcome of any such litigation or
proceedings will have a material adverse effect on our results of operations or financial condition.

Item 4. Submission of Matters to a Vote of Security Holders

There was no matter submitted to a vote of our security holders during the fourth quarter of 2006.

Item 4A. Executive Officers of the Registrant

The following table sets forth the name, age and position of each of the executive officers of
Orbital as of February 26, 2007. All executive officers are elected annually and serve at the
discretion of the Board of Directors.

Name Age Position

David W. Thompson ............... 52 Chairman of the Board and Chief Executive Officer

James R. Thompson................ 70 Vice Chairman, President and Chief Operating
Officer, Director

Garrett E. Pierce. .................. 62 Vice Chairman and Chief Financial Officer,
Director

Ronald J. Grabe ................... 61 Executive Vice President and General Manager,

Launch Systems Group

Carl A. Marchetto ................. 51 Executive Vice President and General Manager,
Space Systems Group

Antonio L. Elias ................... 57 Executive Vice President and General Manager,
Advanced Programs Group

Susan Herlick ..................... 42 Senior Vice President, General Counsel and
Corporate Secretary
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David W. Thompson is a co-founder of Orbital and has been Chairman of the Board and Chief
Executive Officer of Orbital since 1982. From 1982 until October 1999, he also served as our
President. Prior to founding Orbital, Mr. Thompson was employed by Hughes Electronics
Corporation as special assistant to the President of its Missile Systems Group and by NASA at the
Marshall Space Flight Center as a project manager and engineer, and also worked on the Space
Shuttle’s autopilot design at the Charles Stark Draper Laboratory. Mr. Thompson is a Fellow of the
American Institute of Aeronautics and Astronautics, the American Astronautical Society and the
Royal Aeronautical Society, and is a member of the U.S. National Academy of Engineering.

James R. Thompson (who is not related to David W. Thompson), has been Vice Chairman,
President and Chief Operating Officer since April 2002, and was President and Chief Operating
Officer since October 1999, He has been a director of the Company since 1992. He was Acting
General Manager of our Transportation Management Systems Group from 2001 until August 2003.
From 1993 until October 1999, Mr. Thompson served as Executive Vice President and General
Manager, Launch Systems Group. Mr. Thompson was Executive Vice President and Chief Technical
Officer of Orbital from 1991 to 1993. He was Deputy Administrator of NASA from 1989 to 1991.
From 1986 until 1989, Mr. Thompson was Director of the Marshall Space Flight Center at NASA.
Mr. Thompson was Deputy Director for Technical Operations at Princeton University’s Plasma
Physics Laboratory from 1983 through 1986. Before that, he had a 20-year career with NASA at the
Marshall Space Flight Center.

Garrent E. Pierce has been Vice Chairman and Chief Financial Officer since April 2002, and was
Executive Vice President and Chief Financial Officer since August 2000. He has been a director of
the Company since August 2000. From 1996 until August 2000, he was Executive Vice President
and Chief Financial Officer of Sensormatic Electronics Corp., a supplier of electronic security
systems, where he was also named Chief Administrative Officer in July 1998. Prior to joining
Sensormatic, Mr. Pierce was the Executive Vice President and Chief Financial Officer of California
Microwave, Inc., a supplier of microwave, radio frequency and satellite systems and products for
communications and wireless networks. From 1980 to 1993, Mr. Pierce was with Materials Research
Corporation, a provider of thin film equipment and high purity materials to the semiconductor,
telecommunications and media storage industries, where he progressed from Chief Financial Officer
to President and Chief Executive Officer. Materials Research Corporation was acquired by Sony
Corporation as a wholly owned subsidiary in 1989. From 1972 to 1980, Mr. Pierce held various
management positions with The Signal Companies. Mr. Pierce is a director of Kulicke and Soffa
Industries, Inc.

Ronald J. Grabe has been Executive Vice President and General Manager, Launch Systems
Group since 1999. From 1996 to 1999, he was Senior Vice President and Assistant General Manager
of the Launch Systems Group, and Senior Vice President of the Launch Systems Group since 1995.
From 1994 to 1995, Mr. Grabe served as Vice President for Business Development in the Launch
Systems Group. From 1980 to 1993, Mr. Grabe was a NASA astronaut during which time he flew
four Space Shuttle missions and was lead astronaut for development of the International Space
Station.

Carl A. Marchetto has been Executive Vice President and General Manager, Space Systems
Group since September 2006. From 1996 to January 2006, he held several executive positions with
Eastman Kodak Company, including Chief Operating Officer of the Digital and Film Imaging
Systems business unit and President of the Commercial Imaging Group. Mr. Marchetto held various
positions in the Astro Space Division of Lockheed Martin Corporation from 1990 to 1996. From




1979 to 1990, Mr. Marchetto was employed by the Jet Propulsion Laboratory as a manager of the
Actuators and Inertial Sensors Group.

Antonio L. Eligas has been Executive Vice President and General Manager, Advanced Programs
Group since October 2001, and was Senior Vice President and General Manager, Advanced
Programs Group since August 1997. From January 1996 until August 1997, Dr. Elias served as
Senior Vice President and Chief Technical Officer of Orbital. From May 1993 through December
1995, he was Senior Vice President for Advanced Projects, and was Senior Vice President, Space
Systems Division from 1990 to April 1993. He was Vice President, Engineering of Orbital from 1989
to 1990 and was Chief Engineer from 1986 to 1989. From 1980 to 1986, Dr. Elias was an Assistant
Professor of Aeronautics and Astronautics at Massachusetts Institute of Technology. He was elected
to the National Academy of Engineering in 2001.

Susan Herlick has been Senior Vice President, General Counsel and Corporate Secretary since
January 2006 and served as Vice President and Deputy General Counsel from 2003 to 2005. From
1997 to 2002, she was Vice President and Assistant General Counsel. She joined Orbital as Assistant
General Counsel in 1995. Prior to that, she was an attorney at the law firm of Hogan & Hartson
LLP.
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PART II

Item S. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities

On February 26, 2007, there were 2,300 Orbital common stockholders of record.

Our common stock trades on the New York Stock Exchange (“NYSE”) under the symbol ORB.
The range of high and low sales prices of Orbital common stock, as reported on the NYSE, was as
follows:

2000 _High _Low_
Ath Quarter. . ... e $20.04 $17.71
IrdQuarter. ... ... $19.93 $15.54
2nd Quarter ... .. $16.14 $14.23
Ist Quarter .. ... ... . $16.06 $12.77
2005 _High _Low_
dthQuarter. ... ... .. .. $13.22 $11.07
Ird Quarter. ... ... $12.50 $10.04
2nd Quarter ... $10.62 $ 9.09
Ist QUarter . ... it $11.47 $ 9.48

We have never paid any cash dividends on our common stock, nor do we anticipate paying cash
dividends on our common stock at any time in the foreseeable future. Moreover, our senior credit
facility contains covenants limiting our ability to pay cash dividends. For a discussion of these
limitations, see ‘““Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Liquidity and Capital Resources.”

The transfer agent for our common stock is:

Computershare Trust Company, N.A.
P.O. Box 43010

Providence, RI 02940

Telephone: (800) 730-4001
www.computershare.com
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The following table sets forth information regarding our repurchase of common stock during, and

as of, the quarter ended December 31, 2006.

(1)

(2)

Period
October 1, 2006 to
Qctober 31, 2006 ..

November 1, 2006 to
November 30, 2006

December 1, 2006 to
December 31, 2006

Total Number
of Shares
Purchased as

Maximum Number

(or Approximate
Dollar Value) of

Total Part of Publicly  Shares That May
Number of  Average Announced Yet Be Purchased
Shares Price Paid Plans or Under the Plans
Purchased‘” Per Share Programs‘" or Programs®
— — — $45,358,202
— — — $45,358,202
2,655,300 $18.83 2,655,300 $45,358,202
2,655,300 $18.83 2,655,300 $45,358,202

In December 2006, we repurchased approximately $50 million of shares of our common stock
using the net proceeds from the sale of our 2.4375% convertible senior subordinated notes due
2027, together with cash on hand. For more information regarding this transaction, please see
“Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

On April 28, 2006, we announced the company’s plan, subject to certain conditions, to
repurchase up to $50 million of outstanding debt and equity securities, including our commeon
stock, up through April 27, 2007. We did not repurchase any shares pursuant to this plan during
the fourth quarter of 2006.
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The following graph compares the yearly cumulative total return on the company's common stock
against the cumulative total return on the S&P 500 Index and the Dow-Jones Aerospace/Defense
Index for the five-year period commencing on December 31, 2001 and ending on December 31,
2006.

450 [—O0~ s&P 500 INDEX /‘?
400 | =& DOW-JONES AERO/DEFENSE INDEX
350 —{O— ORBITAL STOCK $100 VALUE /
&
<| 250 /
= 200
b /
Q 150
= 0
—t H
100 % .
50
0 T T T T
Dec-01 Dec-02 Dec-03 Dec-04 Dec-05 Dec-(6
2001 2002 2003 2004 2005 2006
S&P 500 Index 100.000 | 76.634 | 96.850 | 105.561 | 108.728 | 123.537
Dow-Jones Aero/Defense Index 100.000 | 95.790 | 115.922 | 134.973 | 155.772 | 192.529
Orbital Stock $100 Value 100.000 | 102.179 ] 291.041 | 286.441 | 310.896 | 446.489
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Item 6. Selected Financial Data
Selected Consolidated Financial Data

The selected consolidated financial data presented below for the years ended December 31, 2006,
2005, 2004, 2003, and 2002 are derived from our audited consolidated financial statements. The
selected consolidated financial data should be read in conjunction with Management’s Discussion and
Analysis of Financial Condition and Results of Operations and our consolidated financial statements
and the retated notes included elsewhere in this Form 10-K.

Years Ended December 31,
2006 2005 20047 20032 2002
(In thousands, except per share data)

Operating Data:

Revenues ... ... e $802,761 $703,450 $675,935 $581,500 $551,642
Costsof goodssold .. ... ... . ... .. L 644,370 578,764 566,787 477,273 460,231
Gross profit ... 158,391 124,686 109,148 104,227 91,411
Operaling eXpenses ... ... uuernnee e 90,471 72,229 54,681 69,062 62,536
Income from operations ..............c.ccvinnian.n 67,920 . 52,457 54,467 35,165 28,875
Gain on reversal of allocated losses of affiliate ........ — — — 400,586 —
Debt extinguishment expense ...................... (10,388} — (2,099} (38,836) —
Interest eXpense. .. .. ... it e (12,272) (11,746) (11,386} (18,683) (17,450)
Interest income and other . ....... ... . it 13,773 4,576 2,290 1,347 2.361
Income before 1aXes ... .. i 59,033 45,287 43,272 19,579 13,786
Income tax (provision} benefit ................. . ... (24,149) (17,438} 157,863 265 {265)
Income from continuing operations. . ... ............ 34,884 27,849 201,135 19,844 13,521
Income from discontinued operations . . .............. — — — — 875
Cumulative effect of change in accounting ........... — — — —  (13,795)
NELIICOIMIE vt e e e et e e et ia e reeenn $ 34,884 $ 27,849 $201,135 $ 19844 § 601
Basic Income Per Share:
Income from continuing operations. ................. $ 060 3% 051 % 405§ 042 % 030
Income from discontinued operations . ............... — — — — 0.02
Cumulative effect of change in accounting ........... — — — — (0.31)
NET INCOME & o ot ittt e e e e e e $ 060 % 051 % 405§ 042 § 0.0l
Shares used in computing basic per share amounts . ... 58,118 54,804 49,658 46,718 43908
Diluted Income Per Share:
Income from continuing operations. . ................ $ 056 % 045 % 3103 034 3% 030
Income from discontinued operations . ............... — — — — 0.02
Cumulative effect of change in accounting ........... — — — — {0.31)
NetinCOmE . ..o e e $ 056 % 045 % 310 % 034 § 00]
Shares used in computing diluted per share amounts. .. 62,627 62,386 64,981 58,181 44 937
Statement of Cash Flow Data:
Cash flow from operating activities.................. $100,494 $ 74,696 § 66,998 §$ 46,474 $(29,848)
Cash flow from investing activities .................. {20,077y (13,615) (3,399) (15,594) (14,341)
Cash flow from financing activities . ................. (39,515) (27,736) 1,005 (13,420) 24414
Balance Sheet Data;
Cash, cash equivalents and restricted cash. . .......... $205,735 $165,143 $133,819 § 80,158 § 53,741
Net working capital . ......... ... . ... o oL 243,808 205,977 186,361 115,189 92,350
Total @assets ...\ oottt i e 744,494 670,377 665,244 439,300 416,310
Short-term borrowings ............ ... i i 551 76 161 297 1,854
Long-term obligations, net . ................. ... .... 143,750 126,459 128,375 137,116 114,833
Stockholders’ equity ........ ... ... . . i, 394,319 397,321 395,598 166,877 134,568

(1) Operating income in 2004 included a $2.5 million gain recorded as a credit to settlement expense.
The income tax benefit in 2004 included a $158.5 million benefit resulting from the December 31,
2004 reversal of substantially all of the company’s deferred income tax valuation allowance.

(2) Operating income in 2003 included $3.9 million in net settlement expenses.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

With the exception of historical information, the matters discussed within this Item 7 and
elsewhere in this Form 10-K include forward-looking statements that involve risks and uncertainties,
many of which are beyond our control. Readers should be cautioned that a number of important
factors, including those identified above in “Item | — Special Note Regarding Forward-Looking
Statements” and “Item 1A — Risk Factors™ may affect actual results and may cause actual results
to differ materially from those anticipated or expected in any forward-looking statement. Historical
results of operations may not be indicative of future operating results.

We develop and manufacture small rockets and space systems for commercial, military and civil
government customers. Our primary products are satellites and launch vehicles, including low Earth-
orbit, geosynchronous Earth-orbit and planetary spacecraft for communications, remote sensing,
scientific and defense missions; ground- and air-launched rockets that deliver sateliites into orbit; and
missile defense systems that are used as interceptor and target vehicles. We also offer space-related
technical services to government agencies and develop and build software-based transportation
management systems for public transit agencies and private vehicle fleet operators.

Critical Accounting Policies and Significant Estimates

The preparation of consolidated financial statements requires management to make judgments
based upon estimates and assumptions that are inherently uncertain. Such judgments affect the
reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent
assets and liabilities. Management continuously evaluates its estimates and assumptions, including
those related to long-term contracts and incentives, inventories, long-lived assets, warranty
obligations, income taxes, contingencies and litigation, and the carrying values of assets and
liabilitics. Management bases its estimates on historical experience and on various other assumptions
that it believes to be reasonable under the circumstances. Actual results may differ from these
estimates under different assumptions or conditions, and such differences may be material.

The following is a summary of the most critical accounting policies used in the preparation of our
consolidated financial statements.

* Our revenue is derived primarily from long-term contracts. Revenues on cost-reimbursable
contracts are recognized to the extent of costs incurred plus a proportionate amount of fee
carned. Revenues on long-term fixed-price contracts are generally recognized using the
percentage-of-completion method of accounting. Such revenues are recorded based on the
percentage that costs incurred to date bear to the most recent estimates of total costs to
complete each contract. Estimating future costs and, therefore, revenues and profits, is a process
requiring a high degree of management judgment, including management’s assumptions
regarding our future operations as well as general economic conditions. In the event of a change
in total estimated contract cost or profit, the cumulative effect of such change is recorded in the
period the change in estimate occurs. Frequently, the period of performance of a contract
extends over a long period of time and, as such, revenue recognition and our profitability from a
particular contract may be adversely affected to the extent that estimated cost to complete or
incentive or award fee estimates are revised, delivery schedules are delayed or progress under a
contract is otherwisc impeded. Accordingly, our recorded revenues and gross profits from period
to period can fluctuate significantly. In the event cost estimates indicate a loss on a contract, the
total amount of such loss, excluding general and administrative expense, is recorded in the
period in which the loss is first estimated.
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Certain contracts include provisions for increased or decreased revenue and profit based on
performance against established targets. Incentive and award fees are included in estimated
contract revenue at the time the amounts can be reasonably determined and are reasonably
assured based upon historical experience and other objective criteria. If performance under such
contracts were to differ from previous assumptions, current period revenues and profits would be
adjusted and could therefore fluctuate significantly.

As of December 31, 2006, unbilled receivables included $16.4 million of incentive fees on
certain satellite contracts that become due incrementally over periods of up to 15 years, subject
to the achievement of performance criteria. Additionally, some satellite contracts require us to
refund cash to the customer if performance criteria, which cover periods of up to 15 years, are
not satisfied and, as of December 31, 2006, up to $37.2 million of revenues recognized under
such contracts could be reversed if satellite performance criteria were not met. We generally
procure insurance policies that would indemnify us for satellite incentive fees that are not
earned and for performance refund obligations.

Inventory is stated at the lower of cost or estimated market value. Cost is determined on an
average cost or specific identification basis. Estimated market value is determined based on
assumptions about future demand and market conditions. If actual market conditions were less
favorable than those previously projected by management, inventory write-downs could be
required.

We account for income taxes using the asset and liability method. Under this method, deferred
tax assets and liabilities are recorded for the future tax consequences attributable to differences
between the financial statement carrying amounts of assets and liabilities and their respective
tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to
apply to taxable income in the years in which those temporary differences are expected to be
recovered or settled. The effect of a tax rate change on deferred tax assets and liabilities is
recognized in income in the period that includes the enactment date. We record valuation
allowances to reduce net deferred tax assets to the amount considered more likely than not to
be realized. Changes in estimates of future taxable income can materially change the amount of
such valuation allowances.

Prior to January 1, 2006, we accounted for stock-based compensation to employees in
accordance with Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees,” and related interpretations. Under this method, no compensation expense was
recognized as long as the exercise price equaled or exceeded the market price of the underlying
stock on the measurement date of the grant. We also followed the disclosure requirements of
Statement of Financial Accounting Standards (“SFAS™) No. 123, “Accounting for Stock-Based
Compensation.”

As of January 1, 2006, we adopted SFAS No. 123R, “Share-Based Payment,” using (1) the
modified prospective method, which requires measurement of compensation cost for all stock
awards at fair value on the date of grant and recognition of compensation expense over the
service period for awards expected to vest, and (2) the short-cut method to determine the pool
of windfall tax benefits. We use the tax law ordering method as our policy for intra-period tax
allocation related to the tax attributes of stock-based compensation. During 2006, we recorded
$0.8 million of compensation expense under SFAS No. 123R attributable to stock options. The
adoption of SFAS No. 123R did not have a material impact on our consolidated financial
statements.
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The fair value of our restricted stock unit grants is determined based on the quoted price of our
common stock on the date of grant, and the fair value of stock options is determined using the
Black-Scholes valuation model, which is consistent with our valuation techniques previously
utilized for options in footnote disclosures required under SFAS No. 123. Such value is
recognized as expense over the service period, net of estimated forfeitures. The estimation of
stock awards that will ultimately vest requires significant judgment. We consider many factors
when estimating expected forfeitures, including types of awards, employee class, and historical
experience. Actual results, and future changes in estimates, may differ substantially from current
estimates.

Consolidated Results of Operations for the Years En